This paper investigates if there is a relationship between managerial ownership and firm performance in selected firms listed on the JSE, and if so, what that relationship is. The study conducts regression analyses over a sample of 23 retail sector firms, observing data stretching from 2010 to 2013. The results are found to be robust. The results suggest that the hypothesis that a positive relationship exists between managerial ownership and performance be rejected as a negative relationship is found. Instead, the results of a two-stage least squares (2SLS) analysis find that managerial ownership does not impact firm performance in any direction. Overall the results of the study do not support the agency theory, as aligning the interests of managers and shareholders does not improve firm performance, at least within the retail sector.
Introduction
This paper seeks to contribute to the growing body of literature on firm performance and managerial ownership, as well as the impact that corporate governance has on firm performance using South African data. Prior studies have looked at developed countries and very little has been done on the South African market. The relationship between managerial ownership and firm performance falls within the agency theory upon which the corporate governance framework rests. Existing studies have provided mixed and contradictory findings. There are a few mechanisms that the agency theory recommends that should be used to reduce the agency problem. These mechanisms require that ownership be separated from control. According to Fama and Jensen (1983) , the corporate board of directors can be used as a way to reduce the agency problem. This is also suggested by the King Report which governs South African firms (SAICA, 2013). Jensen and Meckling (1979) , suggested that corporate governance be used as a way to reduce the agency conflict between the agent and principal.
The results of the existing studies are inconclusive as to whether there is a relationship, as well as what that relationship might be between managerial ownership and firm performance. For this reason, further research into the effect of managerial ownership on firm performance is necessary, as many scholars propagate the view that increasing managerial ownership will act as an incentive to align managers' actions with shareholders' best interests (Demsetz, 1983a) . This relationship needs to be confirmed before this method of incentive is encouraged, otherwise in attempting to minimise the agency problem, a negative impact may result. The study questions whether the changes in the managerial ownership levels are significantly large such that managerial ownership levels can be compared across time in the same firm. In other words, what is the influence of managerial ownership on firm performance within the retail sector in South Africa?
Literature review
There are two contrasting propositions in theory; one, which is the convergence of interests, and the other, is one of entrenchment. Earlier analyses by different scholars suggested that there is a linear relationship between firm performance and managerial ownership, as seen in studies by Mandacı and Gumus (2010) and Krivogorsky (2006) . In contrast, other studies found the relationship between managerial ownership and firm performance to be nonlinear (Short and Keasey, 1999; Rose, 2005; Kapopoulos and Lazaretou, 2007; Ntim 2012 ).
The effects of managerial ownership on firm performance differ across different countries due to differences in corporate governance requirements (Aguilera and Cuervo-Cazurra, 2009). A study conducted by Brown and Caylor (2009) using a sample of firms listed in the United States (US) found a positive impact on firm value when firms practice good disclosure of corporate governance to shareholders and stakeholders. This is consistent with the requirements of the King Report. The King Report is similar to the Cadbury Report that is used in the United Kingdom (UK); the difference is the transparency requirement, which requires South African firms to be transparent regarding the board structure and management techniques (Ntim et al., 2012a) . According to (Ntim, 2011) , the ownership of South African firms is highly concentrated, unlike like firms in the US and UK. However, the high concentration levels in South Africa are due to high ownership levels by large corporations. The King Report requires that managers also hold shares in the firm as a way to align the interests of shareholders and managers.
The relationship between firm performance and managerial ownership in South African listed firms is expected to be different to that of other countries owing to the fact that the effect of managerial ownership in developing countries is different to that of developed countries (Chen and Yu, 2012) . The ownership structures of firms in developing markets are generally dominated by founding families or the founding member (Cheng et al., 2012; Delios et al., 2006; Tam and Tan, 2007) ). Developing markets are also exposed to the lack of protection of creditors and shareholders (Shleifer and Vishny, 1997) . Similarly, the South African market is unique in that it ranges from relatively higher institutional ownership, which includes government ownership through to a prevalence of block ownership. However, the country has weak compliance with regulations and shareholder activism (Ntim et al., 2012b) .
In the modern corporation world, agency problems are perpetuated by the separation of control and ownership. Agency problems of adverse selection and moral hazard are embedded in publicly traded firms under the Anglo-Saxon model of governance. This model presumes that opportunism is institutionalised and executives are rationally economic (Fama and Jensen, 1983 ; Shleifer and Vishny, 1997). Ward et al. (2009) conducted a study focusing primarily on internal mechanisms that are available to control agency issues for firms using Anglo-Saxon models of governance, through the board of directors, and the impact that firm performance had on these mechanisms. The study suggested that governance mechanisms be tied together and not be looked at in isolation. This would subsequently lead to the protection of shareholders' interests.
According to Aguilera and Cuervo-Cazurra (2009), in 1994 South Africa was the first developing country to introduce a code of good governance. Like the UK and the US, South Africa has updated its code of good governance, namely, the King Report, a few times since the introduction of its first version. The need for codes of good corporate governance increase as the number of publicly listed firms increases. Unlike most countries that follow the Cadbury Code closely, South Africa is said to have a unique institutional and corporate governance environment (Ntim et al., 2012a ).
An analysis by Demsetz and Lehn (1985) , found the relationship between managerial ownership and firm performance to be linear. However, empirical evidence to date, is conflicting on the relationship between managerial ownership and firm performance. Later empirical evidence indicates that managerial ownership takes on a nonlinear form. Short and Keasey (1999) found the relationship between firm performance and managerial ownership to be a cubic relationship for accounting and market measures of performance. In contrast, Demsetz (1983) suggested that at low levels of ownership, managers work towards maximising shareholder value as a result of influences by market forces at low levels. However, at certain levels of managerial ownership managers may prefer an increase in their perquisites as opposed to increasing the value of the firm, which may lead to entrenchment at high levels of managerial ownership (Cheng et al., 2012) . Jensen and Meckling (1979) suggested the hypothesis of convergence of interest, which inferred that there was a linear relationship between managerial ownership and firm performance. This was due to the fact that agency theory was expected to help in the reduction of agency problems and align the interests of management with those of shareholders. At low levels of managerial ownership, market forces help align the interests of managers with those of shareholders. While at high levels of managerial ownership, managers prefer to take on goals that do not increase the value of the firm.
According to the study conducted by Drakos and Bekiris (2010), the relationship between ownership structure and firm performance in firms on the Athens Stock Exchange differed significantly relative to firms in the US and the UK. Greek firms were found to have higher managerial ownership that exceeds 35%, because of a different corporate governance framework than that of the UK and US. A sample of 146 panel data was used for five years; it was found that when managerial ownership is treated as endogenous there is a positive impact on firm performance, which means that the relationship is positive and significant. This is consistent with the work of Jensen and Meckling (1976) and Short and Keasey (1999) .
It is evident from above the empirical results that the relationship between managerial ownership and firm performance remains inconclusive. The relationship between the two variables can either be linear or nonlinear, and in some cases there is no relationship. It therefore is important to determine the relationship in the South African market and which of the two propositions it follows: that of entrenchment or that of convergence of interests. It can further be seen that in emerging markets there are high concentration levels as well as high block ownership, and the concentration levels may or may not apply to the South African retail sector. Codes of governance have played an important role in the markets particularly in developing economies. The King Report is used as an institutional framework in the South African market; it ensures the protection of shareholders' interests and attempts to reduce the agency problem and also includes the recommendations made by O'Shea (2005) . This study extends the literature on the relationship between managerial ownership and firm performance by empirically focusing on the South African retail sector. Furthermore, the study looks at the concentration levels in the chosen sample.
Methodology and research design
The sample used in this study consists of 22 firms in the South African retail sector, which is part of the consumer services industry as listed on the JSE, over the period March 2010 to March 2013. Unlike previous studies, this study looks at a panel of companies instead of one cross section and focuses on a specific sector. The data were obtained from McGregor BFA. The sample increases during the course of the period as one firm is included later in the period. Following the work done by Kapopoulos and Lazaretou (2007) , firms have to be listed for at least a year so as to eliminate the effects that result from the new listing. One firm is excluded from the sample due to the lack of relevant data. Demsetz and Lehn (1985) ). ROA is the ratio net income over total assets and is a measure of the accounting performance of the firm. Following the work of Mandacı and Gumus (2010) and Chen and Yu (2012) , ROA is used as a dependent variable as a means of a robustness check. The ownership data is updated when it changes, this is consistent with Fahlenbrach and Stulz (2009) , and managerial ownership is measured as director ownership percentage (Fahlenbrach and Stulz, 2009; Ntim, 2012) .
Ownership concentration is said to have an impact on firm performance and will be taken as the top five shareholders in the firm; ownership concentration information is taken under statutory information on McGregor BFA. Shareholders that own a larger percentage of the firm are more likely to monitor their investment and thus it is expected that they have an impact on the performance of the firm. The growth of the firm is measured as sales growth of the firm and is expected to be positive. Sales growth is used to control the impact of growth of the firm on its performance (Short and Keasey, 1999; Ntim, 2012) . Gearing is measured by the debt ratio and is expected to have a negative impact on firm performance as a result of increasing bankruptcy risks when a firm takes on more debt. However, that result contrasts with that of Short and Keasey (1999) Rose (2005) , and Drakos and Bekiris (2010), and uses simultaneous equations to solve the problem of endogeneity. This is done as a means to correct the interpretation of the empirical results of the study.
Different models were used to investigate the effects of the explanatory variables on the dependent variable. Managerial ownership (MO) is the percentage of managerial ownership within the firms.
Tobin's Q (TOBINSQ) and return on assets (ROA) are firm performance measurements; the former is market related and the latter is an accounting figure. Capital expenditure (CAPEX) measures the net capital expenditure that firms utilize on research and development. Size (SIZE) is the log of total assets of the firm; it is a measure of the size of the firm. Growth (GROWTH) is measured as the annual percentage change in sales. Gearing is measured as the debt ratio of the firms. Ownership concentration (OC) is measured by the top five shareholders in the firm and measures the ownership concentration of the firm. Multiple regressions are used to measure the effect of managerial ownership on firm performance as per the study by Ntim (2012 
Endogeneity check model
Model 7 TOBINSQ = β 0t + αMO t-1 + Ψcapex t + θgear t + ¥growth t + λOC t + Ωsize t + ε t
Managerial ownership is squared in the first and fifth models to determine whether a nonlinear relationship exists. Managerial ownership is then cubed in the third and sixth to confirm the relationship between managerial ownership and firm performance.
Agency theory suggests that an increase in the level of managerial ownership will lead to an increase and improvement in firm performance. This is due to the conflict of interest between shareholders and managers being reduced. Therefore, a positive relationship is expected for the relationship between firm performance and managerial ownership. The hypothesis of the study is therefore as follows:
H 0 : The level of managerial ownership is not significantly related to firm performance.
H 1 : The level of managerial ownership is significantly related to firm performance. Firstly, to determine whether managerial ownership (MO) has an impact on firm performance (TOBINSQ), TOBINSQ is regressed on MO. It is found that managerial ownership has a statistically significant and negative effect on firm performance. The evidence shows that in the first model there is a statistically significant and negative relationship between firm performance and managerial ownership. This is consistent with the evidence of Demsetz and Villalonga (2001) . However, this is inconsistent with the evidence of Mandacı and Gumus (2010) and Krivogorsky (2006) . This evidence does not theoretically support the solution to the agency problem, which suggests that in order to reduce the agency problem the interest of managers should be aligned with those of shareholders, which is also a recommendation in the King Report.
Empirical analysis

Descriptive statistics
Secondly, a nonlinear relationship between TOBINSQ and MO is determined; this was suggested by a number of researchers (Short and Keasey, 1999; Davies et al., 2005 and Ntim, 2012) . This is done by replacing MO with MO 2 . The evidence shows a negative and statistically significant relationship between managerial ownership and firm performance. The coefficient on the intercept is still statistically significant. To confirm the nonlinear relationship, MO is cubed; the results are statistically significant and negative.
The results of the multivariate regressions for models 1, 2 and 3 are statistically significant and negative as can be seen in Table 3 above. Therefore, these results reject the null hypothesis and are consistent with the findings by Ntim (2012) , who found statistically insignificant results when director ownership was squared and then cubed. It can therefore be concluded that these results support the curvilinear relationship found by Davies et al. (2005) . All the control variables excluding GEARING and SIZE are statistically insignificant, which means that they do not have an effect on firm performance. GEARING has a negative and statistically significant relationship as expected. SIZE has a positive and statistically significant relationship; both these control variables are as predicted.
Robustness check
As part of the robustness check, return on assets (ROA) is used as a measure of firm performance instead of TOBINSQ. As can be seen from the above results, in all three models, 4, 5, and 6, MO is statistically significant and has a negative relationship with ROA. It can therefore be concluded that the model is in fact robust to the use of ROA as a measure of firm performance instead of TOBINQ. ROA is used as a robustness check to assess the validity of the results.
So far the study has used OLS and assumed that the only endogenous variable is firm performance. This implies that managerial ownership influences firm performance and not the other way around. It is therefore important to account for the endogeneity problem as our results may be spurious due to omitted variables (Drakos and Bekiris, 2010; Henry, 2008 ). An analysis of the effects of endogeneity in the relationship between managerial ownership and firm performance, by following Ntim (2012) and Davies et al. (2005) , and making use of 2SLS is done and is conjectured that managerial ownership is determined by all the control variables included in the models.
Past studies made use of the fixed effects method to control for endogeneity, however, it is not without flaws; this study follows the instrumental variable method. The estimated model of simultaneous equations was derived using the 2SLS econometric technique. However, it is important to bear in mind that simultaneous equations are not a remedy for the endogeneity problem, but they deal with the simultaneous causation problem. The Hausman exogeneity test is conducted to test whether there is an endogenous relationship between managerial ownership and firm performance. The null hypothesis of the Hausman test is that the OLS estimates are consistent; the alternative is that OLS estimates are not consistent so the instrumental variable (4) estimation is necessary. If the null hypothesis cannot be rejected it is inferred that the variable in question is to be considered as exogenous and 4 estimates are consistent. When the null hypothesis is rejected, this means that the variable in question is treated as endogenous. The results of the Hausman tests for this study lead to the rejection of the null hypothesis and it can therefore be said that MO is endogenous and TOBINQ is exogenous (Brooks, 2008) .
It can therefore be concluded that 2SLS is an appropriate technique and that the previous results from the OLS technique may be misleading. In the first stage, MO is determined by the control variables specified in Model 1. In the second stage, MO(-1) is used as an instrument instead of MO, the equation is as follows: Managerial ownership is negative but not statistically significant, this means it is equal to zero as shown in Model 7. The results therefore suggest that there is a negative and statistically insignificant relationship between managerial ownership and firm performance. It is therefore concluded that the model is not robust to endogeneity problems that may be caused by omitted variables. These results are similar to those of Rose (2005) , where the results of a 3SLS technique were used and it was found that there was a significant relationship between managerial ownership and firm performance, but firm performance caused managerial ownership and not the other way around as would be expected.
Conclusion
This study investigated the relationship between managerial ownership and firm performance of firms that fall under the retail sector. It uses a sample period of 2010 to 2013; this period was chosen for the study as this period comes after the most recent corporate governance improvements in South African firms. The results do not provide support for the agency theory; aligning the interests of managers and shareholders does not improve firm performance. The King III Report requires that the interests of managers and shareholders be aligned as a way to improve firm performance. The study sought to address the question that pertains to the influence of managerial ownership on firm performance using a proxy of firms in the retail sector of the Johannesburg Stock Exchange. Evidence in this study shows that firms in the retail sector do not benefit from managerial ownership. It is therefore suggested that other mechanisms be used to align the interests of managers and shareholders to minimize the agency problem at least in the retail sector. A negative relationship between managerial ownership and firm performance may support the work by Demsetz (1983a) , who finds that too much managerial ownership can lead to managers caring about their own interests and decrease firm value. The endogeneity problem is taken into account and simultaneous equations are employed using the Hausman (1978) test, and subsequently the two-stage least square is applied, which shows that there is no relationship between managerial ownership and firm performance. This study makes a contribution to previous literature by looking at the South African market, which is unique, instead of looking at an emerging market where in most cases there is little or no valid corporate governance structure. It also looks at a specific sector of the JSE, which is the retail sector; previous studies look at a wide range of industries. Secondly, this study shows that managerial ownership and firm performance have a negative relationship, which is not consistent with previous studies. It is therefore important to discuss the results further as they differ from the majority of previous studies. The differences may be due to the sample that is chosen and the sector that is under observation, as, unlike other emerging markets, there is relatively low block ownership concentration in the South African retail sector. Investors who are interested in investing in the South African retail sector can look at the changes in managerial ownership levels, and if there is a low level of managerial ownership the firm is expected to perform better. The inverse relationship between managerial ownership and firm performance in the retail sector does not necessarily apply to the entire JSE.
The study looks specifically at the retail sector, which itself falls under consumer services, therefore the sample is relatively small; this is a limitation as there is not enough variation. The chosen period is also a limitation as other studies looked at the firm performance over more than four years. The study focuses on internal factors of the firms; further studies should consider also looking at external factors, such as the macro economy, inflation, and interest rates, as they generally have a significant impact on firm performance.
